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GENERAL | NFORVATI ON

The Community Reinvestnent Act ("CRA") requires each federal financia

supervi sory agency to use its authority when exam ning financial institutions
subject to its supervision to assess the institution's record of neeting the
credit needs of its entire conmunity, including | ow and noderate-incone

nei ghbor hoods, consistent with the safe and sound operation of the
institution. Upon conclusion of such exam nation, the agency nust prepare a
witten evaluation of the institution's record of meeting the credit needs of
its community.

Thi s docunment is an evaluation of the CRA performance of Mntana State Bank
Pl ent ywood, Montana, prepared by the Federal Reserve Bank of M nneapolis, the
institution's supervisory agency, as of May 28, 1996. The agency rates the
CRA performance of an institution consistent with the provisions set forth in
Appendi x Ato 12 CFR Part 228.

I NSTITUTION S CRA RATING: This institution is rated " Satisfactory."

The CRA eval uation reveal ed several factors that support rating the bank's CRA
performance satisfactory. First, the bank's |oan-to-deposit ratio is
reasonabl e given the credit demands and denographics of its assessnent area.
Second, the bank has originated a majority of its |oans to assessnent area
residents. Third, the bank actively extends |oans to | ow and noderate-incone
i ndi viduals and to small farns.
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The followi ng table indicates the perfornmance | evel

of Montana State Bank,

Pl ent ywood, Montana, with respect to each of the five performance criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

MONTANA STATE BANK
PERFORMANCE LEVELS

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Meet s
St andar ds
for
Satisfactory
Per f or mance

Does Not Meet
St andar ds
for
Satisfactory
Per f or mance

Loan-to-Deposit Ratio

X

Lendi ng i n Assessnment Area

X

Lendi ng to Borrowers of
D fferent | ncones and to
Busi nesses of Different
Si zes

Ceographic Distribution of
Loans

X

Response to Conpl aints

The bank has not

recei ved any CRA conplaints

since the | ast eval uation.
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DESCRI PTI ON OF | NSTI TUTI ON

Based on its size and financial condition, the bank is able to nmeet the credit
needs of its assessnment area effectively. This is the bank's first CRA

eval uation since it became a state nenber bank. The bank's performance in
meeting comunity credit needs at its previous CRA evaluation performed by the
Ofice of the Conmptroller of the Currency was satisfactory. The bank operates
one full-service office and one automated teller machine ("ATM') in

Pl ent ywood, Montana. The ATMis a cash-di spensi ng machi ne, which is
accessible 24 hours a day. The bank's main office and ATM situated centrally
within the assessnent area, are located in a mddle-incone BNA. The bank has
not opened or closed any offices since its inception.

According to its March 31, 1996, Report of Condition ("ROCC'), the bank's
assets totaled approxinately $38.6 million. The March 31, 1996, ROC indicates
that the bank is primarily an agricultural |ender; approximtely 62%of its

| oan portfolio is conposed of agricultural |oans. The bal ance of the bank's

| oan portfolio is conposed of 20% conmercial, 10% consumer, 5% ot her, and 3%
consuner real estate |oans. The conposition of the bank's |oan portfolio
reflects the level of demand for specific types of |oans by nenbers of the
assessnment ar ea.

The bank offers a variety of |oan products to fulfill the credit needs of
residents and businesses within its assessnent area. |t extends consuner,
residential real estate, nobile home, commercial, and agriculture loans. In
addition to these conventional |oan products, the bank offers and is willing
to extend Farm Servi ce Agency, Federal Housing Administration Title I, Smal
Busi ness Admi ni stration, and federally guaranteed student |oans. The bank
al so periodically refers applicants for residential real estate |loans to a
third-party creditor.

DESCRI PTI ON OF MONTANA STATE BANK' s ASSESSMENT AREA

The bank has defined its assessnent area as Sheridan County, Montana, which is
located in the northeastern nost corner of the state. The assessnent area
cont ai ns bl ock nunbering areas ("BNA") 9501, 9502, and 9503. There are no

| ow-i ncone BNAs in the assessnment area. BNA 9503 is designated as noderate
income. The remaining BNAs within the assessnent area, 9501 and 9502, are
classified as mddl e i ncone.

The bank's assessnment area is in Montana's northern regi on, known as M ssour
Ri ver Country. The communities |located within the assessnent area include

Pl ent ywood, Raynond, Antel ope, Westby, Coal ridge, Dagmar, Qutl ook, Reserve,
and Homestead, Montana. Wth only 4,732 residents, the assessnent area is
sparsely popul ated. According to 1990 U.S. Census data, Plentywood' s

popul ation is 3,133, representing 66% of the assessnent area's popul ation
The bank's assessnent area al so includes the northeastern section of the Fort
Peck Indi an Reservation ("Reservation"). The Fort Peck Assiniboine & Sioux
Tri be has approxi mately 11,000 nenbers. Approximately 6,000 tribal nenbers
reside on the Reservation
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CRA divides inconme levels into four categories: |owinconme, noderate incone,
m ddl e i ncone, and upper inconme. Because the bank's assessment area is not
located in a netropolitan statistical area, the categorization of a borrower
or BNA's incone is determned relative to the statew de nonnetropolitan nedian
famly income. Pursuant to CRA's definitions, |owincone individuals have

i nconmes of |ess than 50% of the statew de nonnetropolitan median famly

i ncone, whil e noderate-incone individuals have i ncomes of at |east 50% but

| ess than 80% of this anmount. The regul ation defines m ddl e-i ncone

i ndi vidual s as persons with an inconme of at |east 80% but |ess than 120% of

t he statew de nonmetropolitan median famly income. Individuals wth incones
of 120% or nore of the statew de nonmetropolitan nmedian famly incone are

cl assified as upper-income persons. BNAs are classified using simlar
categories based on the level of the nmedian famly income in the geography.
According to the 1995 updated census data, the statew de nonnetropolitan
median fanily incone in Mntana is $32, 200.

According to the 1990 U S. Census data, the assessment area's nedian famly

i ncome is $25,265, while its nedian household incone is $20,728. There are
1,353 fam lies and 1,894 households in the assessment area. Approximtely 11%
of the famlies and 15% of the households residing in the assessnment area have
i ncomes bel ow the poverty level. The distribution of famly and househol d

i ncome for the assessnent area is sunmarized in the follow ng table.

ASSESSVENT AREA PCPULATI ON DI STRI BUTI ON BY | NCOVE LEVEL

Low Moder at e M ddl e Upper
Unit of Measure I ncome I ncome I ncome I ncome
Househol ds Conpared to 24% 19% 20% 37%
Medi an Househol d | ncone
Fam | i es Conpared to Median 21% 23% 24% 33%
Fam |y | ncone

Exam ners contacted | ocal governnent board menbers and a tribal government
representative as part of the bank's CRA evaluation. Information fromthese
contacts was used in evaluating the bank's CRA perfornmance.

Accordi ng to bank managenent and community contacts, the econony in the bank's
assessment area remains strong and stable. The continued economc stability
is attributed to the region's diversified agricultural industry. Cattle
ranchers and grain farmers represent the primary | ocal agriculture sectors.
Since the agriculture prices in these two sectors tend to be countercyclical

t he general econony rarely experiences periods of extreme highs or lows. The
demand for credit by local ranchers and farmers is limted because farm
operations are passed fromone generation to the next.

The oil industry also has a significant presence in the bank's assessment
area. In the 1980s, oil companies' successful drilling in the |ocal area
significantly raised the per capita incone of |local residents; in 1982
Sheridan County was one of the 50 weal thiest counties in the nation based on
per capita incone. Consequently, local residents increased their deposits at
the local financial institutions. As a result of the increased wealth and
cash assets of residents, local financial institutions experienced |ower
demand for credit. This situation is expected to continue as new drilling
techni ques are enployed to |locate nore oil deposits in the area.

Pl entywood is the assessnent area's retail and governnment center and is the
county seat of Sheridan County. Despite its small size, Plentywdod is served
by three financial institutions, nmaking the market for financial services very
conpetitive. Local residents and busi nesses al so have access to credit froma
nunber of other providers: «credit unions in Mdicine Lake and Scobey,

Montana; a bank in Froid; and Farm Credit Services

Assessnent area residents are served by a regional hospital, which is one of
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the primary | ocal enployers, and a nursing honme; both institutions are |ocated
in Plentywod. Because of the county's sparse popul ation, many | oca

busi nesses are the sole provider of their respective services within the
assessment area. Although | ocal residents have access to grocery stores,
conveni ence stores, restaurants, and service stations in Plentywod, they
often travel 60 mles to WIliston, North Dakota, for retail and nedica

servi ces.

The region's comercial sector is not expected to expand in the future.
Apparently, |ocal devel opnment groups have not experienced great success in
attracting new enployers to the area. This is the result of tw factors:
(1) neighboring North Dakota has a very aggressive tax incentive program for
new busi ness and (2) the state of Montana is devoting its resources to
devel opi ng industry in the eastern part of the state.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A
The bank's performance in nmeeting the credit needs in its assessnent area is
consi dered satisfactory. The following criteria were analyzed to determne

this rating.

Loan-to-Deposit Rati o Anal ysis

The bank's | oan-to-deposit ratio neets the standards for satisfactory
performance. The bank's quarterly |oan-to-deposit ratio is relatively | ow and
has fluctuated between 41% and 50% si nce the bank becane a state nenber bank
on January 1, 1995. Based on the March 31, 1996, Uniform Bank Perfornmance
data, the bank's |oan-to-deposit ratio does not conpare favorably with its
peer group. These data indicate that the bank's March 31, 1996, |oan-to-
deposit ratio of 41%ranks the bank in the 13th percentile in conparison with
its peers. Based on the data for the six calendar quarters since January 1
1995, the quarterly average of the bank's net |oan-to-deposit ratio is 45%
The foll owing chart summarizes the bank's | oan-to-deposit ratio and its
conponents since January 1, 1995.
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NET LOANS DEPCSI TS NET LOAN- TO
DATE (I'n thousands) (I'n thousands) DEPCSI T RATI O
Decenber 31, 1994 $14, 670 $32, 715 44%
March 31, 1995 $14, 240 $32, 328 43%
June 30, 1995 $15, 300 $30, 903 48%
Sept enber 30, 1995 $15, 845 $30, 996 50%
Decenmber 31, 1995 $15, 793 $33, 196 47%
March 31, 1996 $14, 829 $35, 287 41%

The bank's average | oan-to-deposit ratio is below the quarterly average ratios
of its local competitors. Based on quarterly ROC data, the followi ng table
identifies the asset size and quarterly average | oan-to-deposit ratios for the
bank and its conpetitors.

TOTAL ASSETS
(March 31, 1996) QUARTERLY AVERACE
BANK (I'n thousands) LOAN- TO- DEPCSI T RATI O
Subj ect Bank $38, 618 45%
Conpetitor A $29, 527 64%
Conpetitor B $13, 043 47%

In addition to the conpetitor banks |isted above, several nonbank entities and
one branch office of a Billings bank extend credit to residents of the bank's
assessment area. The many financial institutions operating within the bank's
assessment area create a very conpetitive credit market.

The bank's quarterly | oan-to-deposit ratio is |lower than that of its
conpetitors for several reasons. As a result of a recent nerger of another

Pl ent ywood bank with a financial institution headquartered in Billings,

Mont ana, the bank has experienced a surge of new deposits. Consequently, the
bank' s deposits have increased 6% since January 1, 1996. 1In contrast,
Conpetitors A and B have only experienced m nimal deposit growh since the
begi nning of the year. 1In addition, the conpetitors |listed above are | ocated
in comunities other than Pl entywood. These conpetitors are the only banks
located in their respective conmunities.

Al t hough | ow, the bank's | oan-to-deposit ratio also reflects the I ack of
credit demand by residents of its assessnment area. Credit demand is
significantly influenced by the denographics of the |ocal comunity.

Approxi mately 48% of the assessnent area's popul ation is conmposed of persons
who are 65 or ol der or younger than 18; nenbers of these age brackets do not
have significant credit needs. Additionally, the fact that |ocal ranches and
farms are typically passed fromone fam|ly generation to the next linmts
demand for agricultural |oans.

The bank has origi nated numerous commerci al | oans to businesses with gross
annual revenues of less than $1 mllion. Mst of these businesses are the
sol e providers of their respective services or product lines within the
assessment area. The bank's |loan portfolio also includes a loan to build a
five-unit housing conmplex in Plentywod. The housing conplex specifically
benefits | ow and noderate-income residents of the assessnment area.

Despite being | ow, the bank's |oan-to-deposit rati o appears reasonable and
nmeets the standards for satisfactory performance gi ven denographic
characteristics of its assessnent area. It appears that the bank's | ending
activities are restricted by community denographic factors and narket
conpetition, and its | oan-to-deposit ratio is not indicative of a | ack of
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wi llingness to extend credit to |local residents and businesses or any unmet
credit needs.

Lending in the Assessnent Area

The bank's lending activity within its assessnment area neets the standards for
satisfactory performance. |In the six nonths before the evaluation, the bank
made a majority of its loans to residents of its assessment area. The table
bel ow shows t he percentage of consumer and agriculture |oans by total nunber
and dol |l ar amount originated within the assessnment area.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA
Total Nunber Total Dol ar
Loan Type of Loans Amount of Loans
Consuner 89% 82%
Agricul ture 75% 73%

The data is based on a statistical sanpling of consuner and agricultural |oans
originated in the six nonths before the evaluation. As the data indicate, the
bank's lending activity is concentrated within the assessnent area.
Accordingly, the bank's |lending neets this category's standard for
satisfactory perfornance.

Lending to Borrowers of Different Inconme Levels and to Busi nesses of Different

Sl zes

The bank's |l evel of lending to individuals of different inconmes and to
busi nesses of different sizes exceeds the standards for satisfactory
performance. As discussed, the CRA classifies incone |levels into four
categories: |ow income, noderate incone, mddle incone, and upper incone.
The nedi an household and famly inconmes for the bank's assessnent area are
$20, 728 and $25, 265, respectively. Both figures are bel ow the statew de
nonnet ropol i tan household and famly incones for the state of Montana.
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The foll owing tabl e shows the percentage of consuner |oans made to borrowers
i ncone | evels.

of different

DI STRI BUTI ON OF LOANS | N THE ASSESSMVENT AREA BY BCORROWER | NCOVE
LEVELS*
Moder at e- M ddl e- Upper -
Loan Type Low | nconme I ncone I ncone I ncone
Borrower s Borrower s Borrowers Borrower s
Consuner
Total Nunber of Loans 43% 36% 11% 9%
Total Anopunt of Loans 56% 27% 9% 7%
*Income | evel is determ ned based on Montana's 1995 nonnetropolitan
medi an fanily inconme of $32, 200.

The data revea

to | ow and noderate-i ncone borrowers

79% of the total

nunber of

that the bank extends a | arge percentage of

anmount of

its consumer
Loans to these borrowers represented
| oans and 83% of the tota

loans in the

sampl e al t hough | ow and noder at e-i ncone househol ds conpri se 43% of the

assessment area popul ation
represent 24% of the |oca

represent 19% Thus,

More specifically,
popul ati on,

| owi nconme househol ds
and noder at e-i ncone househol ds
t he bank's consuner lending to | ow and noderate-income

| oans

borrowers exceeds the representation of such persons in the assessnent area.
Thi s concentration of consumer |oans to nenbers of both inconme categories is
particul arly conmendabl e consi dering the denographi c data.

Based on the | oans sanpl ed during the eval uation
agricultural loans to small farnms. |In addition, alnost all the sanpl ed | oans
had | oan amounts of $100,000 or |less. More specifically, 97%of the tota
nunber of agricultural loans to borrowers in the assessnment area, representing
82% of the total anount of |oans, had | oan ambunts of $100,000 or less. The
remai ni ng 3% of the sanpled agricultural |oans had amounts greater than

$100, 000 but less than or equal to $250, 000.

the bank originates all its

Based on the incone distribution of the bank's borrowers and t he denographics
of the assessnent area, the bank's level of lending to | ow and noderat e-

i ncome borrowers and small farns exceeds the standards for satisfactory

per f or mance.

Ceographic Distribution of Loans

The distribution of the bank's | oans throughout the assessnment area neets the
standards for satisfactory performance. As previously discussed, the bank's
assessnment area includes one noderate-inconme and two middl e-incone BNAs. The
bank's main office is located in a mddle-income BNA. The follow ng table
shows the distribution of the bank's consunmer and agricultural |oans in
noder at e- and m ddl e-i ncone BNAs.
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DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY BNA
| NCOVE LEVEL*
Moder at e- | ncone M ddl e- 1 ncone

Loan Type BNA BNA
Consurmer
Total Nunber of Loans 12% 88%
Total Amount of Loans 27% 73%
Agricul ture
Total Nunber of Loans 8% 92%
Total Amount of Loans 20% 80%
*The bank's assessnent area does not include any | ow or
upper -i ncome BNAs.

The bank's consuner and agricultural |ending performance in the noderate-

i ncome BNAs is reasonabl e considering the representation of residents in this
BNA within the assessnent area popul ation. The total popul ation of the

noder ate-i ncome BNA is 945, which is 20% of the total assessnent area

popul ation. G ven this population distribution, the total dollar amunt of
consuner | oan originations to residents of the noderate-income BNA exceeds
expectations. Conversely, the total numnber of |oans extended to consuners in
t he noderate-income BNA is somewhat | ower than expected, based on popul ation
denographi cs. The bank's agricultural |oan portfolio displays characteristics
simlar to the consumer |oan portfolio. The dollar amount of agriculture

| oans neets expectations in |light of the popul ati on denographi cs; however, the
total number of agriculture | oans extended to borrowers in the noderate-incone
BNA i s sonmewhat | ower than expected.

Based on these loan portfolio characteristics, it appears that the bank is
willing to extend | oans to borrowers in the noderate-income BNA. |In fact, the
amount of each origination to borrowers residing in the noderate-incone BNA is
relatively larger than that to borrowers fromthe mddl e-i ncome BNAs. The
fact that the bank has extended fewer |oans to borrowers fromthe noderate-

i ncome BNA appears to reflect the bank's central |ocation within its defined
assessment area and the | ocation of conpetitors. The noderate-income BNA, in
the southern section of the assessnent area, is served by a credit union in
Medi ci ne Lake, Montana, and a bank in Froid, which is located a few m|es from
Sheridan County's southern boundary. The bank's lending in the noderate-

i ncome BNA probably reflects the [ocation of conpetitors in and near the

sout hern section of the bank's assessnent area.

G ven these factors, the bank's lending activities in the noderate-i ncone BNA
nmeet the standards of satisfactory performance.

Ceneral Comments

The eval uati on reveal ed a procedural violation of the technical aspects of the
Fair Credit Reporting Act. Managenment prom sed pronpt corrective action. In
addi tion, the bank has not received any CRA conpl aints since January 1, 1995,
the date it becane a state nenber bank
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PUBLIC DISCLOSURE

May 28, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Montana State Bank
Name of Depository Ingtitution

093008050000
I dentification Number of Institution

Plentywood, Montana
Address of Ingtitution

Federal Reserve Bank of Minneapolis
250 Marquette Avenue
Minneapolis, Minnesota 55401-2171

NOTE: This evaluation is not, nor should it be construed as, an assessment of the financial condition of
thisingtitution. The rating assigned to this ingtitution does not represent an analys's, conclusion,
or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.
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